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SUBJECT: LONG-TERM OIL PRICE STRATEGY 

I WOULD APPRECIATE IT IE YOU WOULD CIRCULATE THE 
EOLLOWING MESSAGE TO THE PARTICIPANTS IN ERIDAY'S 
MEETING ON OIL PRICE STRATEGY. 

I AM CONCERNED ABOUT TWO ASPECTS OE THE CIA ANALYSIS 
OE THE GNP IMPACT OP GRADUAL REAL PRICE INCREASES 
AND A SUDDEN JUMP IN REAL PRICES. 

1 . A WAY NEEDS TO BE POUND TO EXAMINE THE PROBABLE 
SUPPLY RESPONSE TO GRADUAL REAL PRICE INCREASES. 

IT IS NOT REALISTIC TO ASSUME THERE WOULD BE NONE. 

THERE IS A PROBLEM OP ELASTICITIES, BUT I SHOULD 
THINK THAT ANALYSIS WOULD PRODUCE A RANGE OP 
ELASTICITIES WITH A DEGREE OP RELIABILITY NO LESS 
THAN THAT USED IN THE DEMAND ANALYSIS. 

2. IN ASSESSING THE PROBABLE REACTION TO A SUDDEN 
AND LARGE INCREASE IN REAL OIL PRICES, THE ABRUPT 
CONEIDENTIAL 

CONEIDENTIAL 
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AND SUBSTANTIAL INCREASE IN INFLATION RATES AND THE 
PSYCHOLOGICAL IMPACT ON BUSINESS DECISION MAKERS, 

INVESTORS, AND MONEY MANAGERS SHOULD BE EVALUATED 
AND INCORPORATED IN THE APPRAISAL. 
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